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ENVIRONMENTAL  PROTECTION 
AGENCY 

Intent  To  Issue  Guidance  for 
Evaluating  the  Profit  Element  of 
Subagreements  for  Architectural/ 
Engineering  (A/E)  Services  Funded 
Under  Title  II  of  the  Clean  Water  Act 

Construction  Grants  Program- 
Catalog  of  Federal  Domestic 
Assistance  No.  66.418 

Purpose  of  This  Notice 

The  Environmental  Protection  Agency 
(EPA)  invites  interested  persons  to 
review  and  comment  on  a  proposed 
policy  memorandum  entitled  “Criteria 
and  Guidelines  for  evaluating  the  Profit 
Element  of  Subagreements  for 
Architectural/Engineering  Services.” 

The  proposed  policy  memorandum 
would  provide  guidance  to  grantee, 

State  and  EPA  reviewers  who  approve 
the  profit  element  of  A/E 
subagreements.  The  policy 
memorandum  sets  forth  criteria  for 
establishing  the  range  of  profits  that  are 
normally  considered  reasonable  by  EPA. 
This  means  that  only  that  portion  of  the 
profit  element  that  is  less  than  or  equal 
to  the  amount  determined  by  the 
evaluation  criteria  would  be  normally 
eligible  for  grant  participation. 

Where  and  When  To  Send  Comments 

Any  comments  received  by  October 
15. 1980,  will  be  considered  in 
developing  the  final  document.  Please 
submit  comments  to  Mr.  James  R. 
Murphy,  Municipal  Construction 
Division  (WH-547),  Office  of  Water 
Program  Operations,  U.S.  Environmental 
Protection  Agency,  401  M  Street  SW., 
Washington,  D.C.  20460,  (telephone  202- 
426-8945.) 

Dated:  August  13. 1980. 

Eckardt  C.  Beck, 

Assistant  Administrator  for  Water  and  Waste 
Management. 

Program  Requirements  Memorandum 

Subject:  Criteria  and  guidlines  for 
Evaluating  the  Profit  Element  of 
Subagreements  for  Architectural/ 
Engineering  Services 
From:  Henry  1,.  Longest  II,  Deputy 
Assistant  Administrator  for  Water 
Program  Operations  (WH-546) 

To:  Regional  Administrators  (Regions 
I-X)  Attention:  Water  Division  Directors 

Purpose 

The  purpose  of  this  memorandum  is  to 
establish  National  guidelines  for 
evaluating  the  profit  element  of 
subagreements  for  architectural/ 
engineering  (A/E)  services  funded  under 
Title  II  of  the  Clean  Water  Act. 


For  the  purpose  of  this  memorandum, 
the  terms  profit,  cost  and  price  have  the 
definitions  contained  in  the 
Environmental  Protection  Agency  (EPA) 
subagreement  regulations  (40  CFR  35.936 
thru  35.938). 

The  profit  evaluation  criteria  and 
guidelines  contained  in  this 
memorandum  are  not  intended  to  be  an 
absolute  requirement  nor  are  they 
intended  to  restrict  the  amount  of  profit 
paid  by  the  grantee  to  the  consultant. 
Rather,  the  evaluation  criteria  is 
intended  to  provide  guidance  to  the 
grantee.  State  and  EPA  regional  offices 
on  the  range  of  profits  that  are  normally 
considered  allowable  by  EPA. 

Background 

EPA  regulation  40  CFR  35.936-4  states 
that  “only  fair  and  reasonable  profits 
may  be  earned  by  contractors  in 
subagreements  under  EPA  grants.”  This 
requirement  applies  to  all 
subagreements,  including  contracts  for 
architectural/engineering  services. 

EPA  enacted  its  current  policy  of 
having  each  regional  office  develop 
internal  review  procedures  and 
guidelines  for  evaluating  profits  in  a 
memorandum  dated  January  18, 1977, 
from  Alvin  L.  Aim  to  the  Regional 
Administrators.  The  decision  to  allow 
the  regional  offices  to  develop  internal 
guidelines  was  made  after  considering 
the  wide  variety  of  existing 
circumstances  and  in  preference  to 
establishing,  at  that  time,  numerical 
profit  limits  or  formulas  in  a  national 
policy.  It  should  be  noted  that  EPA 
distributed  drafts  of  a  proposed  national 
policy  for  establishing  profit  ranges  and 
weighted  guidelines  in  September  1976, 
but  a  number  of  offices  within  the 
agency,  as  well  as  associations 
representing  the  A/E  profession, 
expressed  a  strong  objection  to  the 
issuance  of  the  proposed  policy. 
Accordingly,  a  decision  was  made,  at 
that  time,  not  to  establish  profit  ranges 
.  and  weighted  guidelines  as  national 
policy. 

In  carrying  out  the  responsibilities 
mandated  by  the  January  18, 1977 
memorandum,  the  regional  offices  have 
developed  differing  internal  guidelines 
for  evaluting  profit  levels.  The 
differences  between  the  regional 
guidelines  and  the  variation  in  their 
application  have  created  a  concern 
about  the  lack  of  a  uniform  national 
profit  policy.  The  January  18, 1977 
memorandum  stated  that  “It  is  essential 
that  the  agency  maintain  some  level  of 
consistency  among  the  regions  in  the 
performance  of  cost  reviews,  cost 
analyses  and  profit  levels  allowed.”  The 
memorandum  also  stated  that  EPA 
would  continue  to  explore  various 


options  for  the  possible  future  issuance 
of  direct  labor  and  profit  gudelines. 

On  June  8, 1977,  the  California  State 
Water  Resources  Control  Board,  issued 
“Bulletin  No.  29H — Guidelines  for 
Architectural/Engineering  Services.” 

This  bulletin  included  an  evaluation 
criteria  for  reviewing  the  profit  elements 
of  A/E  subagreements. 

Over  the  past  two  years  the  California 
guidelines  have  been  discussed  and 
examined  in  depth  both  within  EPA  and 
the  consulting  engineering  profession. 
Although  everyone  is  not  in  complete 
agreement  with  all  the  provisions  of  the 
California  guidelines,  the  consensus  is 
that  proper  application  of  guidelines  can 
provide  for  a  fair  and  reasonable  profit 
for  the  performance  of  engineering 
services.  Accordingly,  EPA  is 
establishing  a  review  criteria  based  on 
the  principles  of  the  California 
Guidelines. 

In  understanding  the  following  profit 
guideline  criteria,  it  should  be 
recognized  that: 

A.  EPA  regulation  40  CFR  35.937-7  defines 
profit  as  “the  net  proceeds  obtained  by 
deducting  all  allowable  costs  (direct  and 
indirect)  from  the  price.  (Because  this 
definition  of  profit  is  based  on  Federal 
procurement  principles,  it  may  vary  from  the 
firm’s  definition  of  profit  for  other  purposes.)” 

B.  Federal  procurement  principles  do  not 
consider  the  following  expenses  to  be 
considered  as  allowable  costs:  interests  on 
borrowed  capital,  job  cost  overruns,  bad 
debts  including  losses  on  other  contracts  and 
uncollectable  accounts.  Various  other 
expenses  such  as  entertainment  costs  are 
also  considered  unallowable.  Accordingly, 
these  expenses,  if  incurred  on  an  EPA  funded 
project,  must  be  paid  out  of  the  profit  element 
of  the  subagreement. 

Discussion 

EPA  regulation  40  CFR  35.937(b) 
describes  the  Agency’s  policy  regarding 
subagreements  for  architectural/ 
engineering  services  as  follows: 

Policy.  Step  1,  step  2,  or  administration  or 
management  of  step  3  project  work  may  be 
performed  by  negotiated  procurement  of 
architectural  or  engineering  services.  The 
Federal  Government’s  policy  is  to  encourage 
public  announcement  of  the  requirements  for 
personal  and  professional  services,  including 
engineering  services.  Subagreements  for 
engineering  services  shall  be  negotiated  with 
candidates  selected  on  the  basis  of 
demonstrated  competence  and  qualifications 
for  the  type  of  professional  services  required 
and  at  fair  and  reasonable  prices.  All 
negotiated  procurement  shall  be  conducted  in 
a  manner  that  provides  to  the  maximum 
practicable  extent,  open  and  free 
competition.  Nothing  in  this  subpart  shall  be 
construed  as  requiring  competitive  bids  or 
price  competition  in  the  procurement  of 
architectural  or  engineering  services. 

EPA  regulation  40  CFR  35.937-7  states  that: 
Profit  should  be  sufficient  to  attract 
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professionals  who  possess  the  talents  and 
skills  necessary  to  accomplish  the  project 
objectives  and  to  stimulate  efficient  and 
expeditious  completion  of  the  project. 

EPA  regulation  40  CFR  35.937-7  describes 
the  objectives  of  profit  negotiations  between 
the  grantee  and  the  A/E  as  follows;  The 
exercise  of  sound  business  judgement  and 
good  administrative  practice  including  the 
determination  of  a  fair  and  reasonable  profit 
based  on  the  firm's  assumption  of  risk  and 
input  to  the  total  performance,  and  not 
merely  the  application  of  a  predetermined 
percentage  factor,  (emphasis  added] 

Policy 

It  is  EPA  policy  that  only  that  portion 
of  the  profit  element  that  is  less  than  or 
equal  to  the  amount  determined  by  the 
profit  guideline  criteria  is  eligible  for 
grant  participation. 

In  certain  exceptional  circumstances  a 
profit  beyond  the  range  of  the  criteria 
may  be  approved  by  EPA.  Any  request 
for  approval  of  a  profit  in  excess  of  that 
allowed  by  the  evaluation  criteria 
should  be  submitted  by  the  grantee  to 
the  EPA  regional  office.  The  EPA 
regional  office  will  make  the  final 
determination  on  the  request.  If  a  waiver 
to  the  evaluation  criteria  is  approved  by 
the  regional  office,  the  justification 
should  be  documented  and  included  in 
the  official  grant  file. 


Weighted  Guidelines 


Approvable  profit  as  a 

Cost  element  IFrom  EPA 

Form  5700-41)  ^.pPP  Lump  sum 

contract  contract 

1.  Direct  Labor  Cost  (Item  7)...  Up  to  24 . 

..  Up  to  26 

2.  Indirect  Cost  (Item  8) . .  Up  to  16 . 

..  Up  to  16 

3.  Other  Direct  Cost  (Items  Up  to  7 . 

9a,9b.9d). 

..  Up  to  7 

4.  Subcontract  Cost  (Item  9c)..  >4  to  8 . . 

..  '4  to  8 

5.  Additional  Profit  Factor  to  Up  to  S . 

be  Applied  to  those  Sub¬ 
contracts  Involving  Less 

Experienced  Contractors, 

Unusual  Risks  or  Respon¬ 
sibilities. 

..  Up  to  5 

6.  Additional  Profit  Factor  to  Up  to  2 . . 

be  Applied  to  those  Suba¬ 
greements  Involving  the 

Design  of  an  Innovative 
and  Alternative  Technology 

Project  (See  attached 
memorandum). 

..  Up  to  2 

'Subcontract  cost/total  cost  item  9c/item  10: 


(In  percent] 

Less  than  30% . . .  Up  to  8. 

Between  30-70% . . - .  Up  to  pro-rata  share  between 

4-8. 

Greater  than  70% .  Up  to  4. 


Application  of  Profit  Guideline  Criteria 

The  procedures  for  applying  the 
weighted  guidelines,  and  a  more 
detailed  description  of  the  evaluation 
criteria,  are  outlined  below: 


1.  The  profit  guideline  criteria  should  be 
applied  whenever  EPA  performs  a  preaward 
cost  and  price  review  under  applicable 
regulations  including  all  subagreements  for 
A/E  services  where  price  is  not  the  prime 
consideration  in  the  award  of  the  contract, 
and  to  all  lower  tiered  subcontracts 
thereunder. 

2.  The  weighted  guidelines  should  be 
applied  independently  to  the  prime  contract 
and  applied  independently  to  each 
subcontract  including  lower  tiered 
subcontracts.  Accordingly,  iio  attempt  should 
be  made,  when  applying  the  evaluation 
criteria,  to  allocate  profit  between  the  various 
contract  levels  within  a  subagreement. 

3.  For  the  purpose  of  applying  the  profit 
guideline  criteria,  total  cost  is  the  approvable 
amount  shown  in  Item  10  of  EPA  Form  5700- 
41  and  total  profit  is  the  approvable  amount 
shown  in  Item  11  of  the  same  form. 

4.  The  maximum  profit  that  normally  will 
be  approved  by  EPA  for  an  A/E 
subagreement  is  determined  by  multiplying 
the  dollar  value  of  each  approvable  cost 
element  by  the  corresponding  maximum 
weighted  guideline  and  summing  the  results. 

5.  The  maximum  profit  should  not  exceed 
20  percent  of  the  total  approvable  cost  for 
lump  sum  (LS)  contracts  and  18  percent  of  the 
total  approvable  cost  for  cost  plus  fixed  fee 
(CPFF)  contracts. 

The  profit  ceiling  may  be  increased  an 
additional  2  percent  for  a  Step  2 
subagreement  involving  the  design  of  an 
innovative  and  alternative  technology 
project.  This  additional  2  percent 
premium  is  risk  compensation  to  be 
added  to  the  profit  and  is  not  subject  to 
any  profit  limitations.  See  attached 
March  20, 1980  memorandum. 

6.  If  the  total  negotiated  profit  is  less  than 
or  equal  to  the  value  determined  by  the 
procedures  described  in  Item  3  and  Item  4 
above,  and  all  other  appropriate 
requirements  have  been  met,  the  negotiated 
profit  should  be  approved  by  the  EPA 
reviewing  office. 

7.  The  weighted  guidelines  criteria  should 
only  be  used  to  determine  the  maximum 
profit  that  will  normally  be  approved  by  EPA. 
The  actual  profit  negotiated  by  the  grantee 
should  be  based  on  the  A/E’s  assumption  of 
risk  and  input  to  total  performance  and  not 
simply  on  the  application  of  a  percentage 
factor. 

8.  The  weighted  profit  guideline  criteria 
should  only  be  applied  to  negotiated  lump 
sum  and  cost  plus  fixed  fee  contracts. 

9.  In  certain  circumstances  and  A/E  may 
be  required  to  enter  into  an  agreement  with 
less  experienced,  but  otherwise  qualified 
small,  minority  or  woman  owned  business 
enterprises.  In  such  instances  an  additional 
profit  factor  of  up  to  5  percent  may  be  applied 
to  the  approvable  value  of  the  subcontract(s]. 
However  EPA  does  not  normally  require  the 
utilization  of  less  experienced  subcontractors 
on  more  than  20  percent  of  the  total  work  of 
the  subagreement.  Accordingly,  the 
additional  profit  factor  should  not  be  applied 
to  subcontract[s}  cost  in  excess  of  20  percent 
of  the  total  approvable  value  of  the 
subagreement. 


The  additional  profit,  which  cannot 
exceed  1  percent  of  the  total  cost  of  the 
subagreement  (0.05  x  0.20]  is  intended  to 
compensate  the  A/E  for  the  increased 
risk  and  liability  associated  with  the 
utilization  of  less  experienced 
subcontractors. 

10.  If  the  grantee  believes  that  special 
circumstances  justify  a  total 
subagreement  price  or  profit  above  that 
which  is  approved  by  ^A,  such 
additional  cost  shall  be  borne  by  the 
grantee. 

11.  The  profit  evaluation  criteria 
assumes  indirect  (total  allowable 
overhead)  cost  between  100  and  175  ~ 
percent  of  direct  labor  cost.  For 
extraordinarily  high  or  low  overhead 
costs,  adjustment  of  profit  downward  or 
upward,  respectively,  may  be 
appropriate. 

12.  For  negotiated  profits  within  the 
guideline  criteria,  the  record  of  the 
negotiations  shall  be  considered 
adequate  justification  for  meeting  the 
objectives  of  40  CFR  35.937-7 — 
negotiation  of  profit. 

13.  The  profit  guideline  criteria 
recognizes  the  differences  in  risk 
between  a  lump  sum  (LS)  contract  and  a 
cost  plus  fixed  fee  (CPFF)  contract.  In  a 
true  CPFF  contract  only  the  fixed  fee  is 
limited  to  the  original  contract  amount, 
the  cost  ceiling  is  a  figure  to  be 
periodically  evaluated,  and  if  necessary, 
adjusted  upward  or  downward  by 
contract  amendment,  provided  of 
course,  that  any  incremental  costs  are 
normal  and  necessary  to  the  proper 
completion  of  the  original  scope  of  work. 

EPA  regulations  require  all  CPFF 
contracts  to  include  a  cost  ceiling  or  a 
limitation  of  cost  clause.  Normally,  the 
provisions  of  a  CPFF  contract  require 
the  A/E  to  notify  the  grantee  and  EPA, 
in  writing,  whenever  there  is  reason  to 
believe  that  (1)  the  costs  to  be  incurred 
within  the  next  60  days,  when  added  to 
all  previously  incurred  costs,  are 
expected  to  exceed  75  percent  of  the 
estimated  contract  cost,  or  (2)  the  total 
costs  (exclusive  of  fee]  are  expected  to 
exceed  the  cost  ceiling.  The  A/E’s 
revised  estimate  of  that  total  cost  should 
accompany  the  notification.  The  grantee 
should  review  and  act  on  the  A/E’s 
revised  estimate  within  a  reasonable 
period  of  time.  If  the  grantee  determines 
that  additional  services  are  needed  for 
the  proper  completion  of  the  original 
scope  of  work,  and  if  the  costs  are 
necessary  and  reasonable,  the  grantee 
should  submit  a  request  to  EPA  for 
additional  funds.  Unless  EPA  takes 
action  on  the  request,  either  in  the  form 
of  a  grant  increase  or  a  release  of 
contingency  fimds,  the  agency  will  not 
be  obligated  to  reimburse  the  grantee  for 
costs  incurred  in  excess  of  the  amount 
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initially  funded.  Furthermore,  the  A/E  is 
not  obligated  to  continue  performance 
once  he  has  incurred  costs  up  to  the 
approved  cost  ceiling.  An  A/E  who 
incurs  cost  in  excess  of  the  amount 
approved  by  the  grantee  does  so  at  his 
own  risk.  While  the  costs  incurred  in  the 
perfomance  of  a  cost-reimbursable 
contract  may  vary  from  the  initially 
agreed-to  estimate,  the  fee  remains  fixed 
as  an  expressed  dollar  amount  and  is 
subject  only  to  adjustment  by  reason  of 
an  approved  change  in  the  scope  of 
work.  In  the  event  that  the  work  cannot 
be  completed  within  the  initially  agreed- 
to  estimate,  the  grantee,  with  the 
approval  of  EPA,  can  require  the  A/E  to 
provide  additional  services  without  an 
increase  in  fee  by  simply  amending  the 
contract  amount,  or  the  contract  can  be 
terminated.  However,  if  a  CPFF  contract 
is  terminated  solely  because  the 
incurred  costs  have  reached  a 
predetermined  cost  ceiling,  the  A/E 
would  not  be  required  to  provide  a 
completed  product. 

The  profit  guidelines  criteria  are 
designed  to  allow  a  higher  profit  for  a 
lump  sum  contract  than  for  a  CPFF 
contract.  However,  some  contracts  may 
combine  the  contractural  provision  of  a 
lump  sum  contract  and  a  CPFF  contract. 
In  such  instances,  the  contractural 
provisions  that  describe  the  cost  ceiling, 
the  limitation  of  cost  clause,  or  the  not 
to  exceed  clause  must  be  closely 
examined  in  order  to  properly  classify 
the  contract  as  to  type.  Accordingly,  for 
the  purpose  of  applying  the  profit 
guideline  criteria,  any  contract, 
regardless  of  its  stated  designation, 
should  be  evaluated  as  a  lump  sum  (LSj 
contract  if: 

a.  The  contract  contains  an  absolute 
upper  limit,  i.e.,  the  cost  ceiling  cannot 
be  exceeded  under  any  circumstances. 

b.  The  contract  establishes  a 
guaranteed  maximum  price. 

c.  The  language  used  to  define  the 
upper  limit  of  the  contract  is  the  same  as 
the  language  normally  used  to  define  the 
upper  limit  of  a  lump  sum  contract,  e.g., 
the  contract  ceiling  may  not  be 
increased  without  a  change  in  scope. 
Profit  Negotiation 

The  grantee,  when  negotiating  the 
amount  of  profit  with  the  consulting 
engineer,  should  give  consideration  to 
the  following  factors: 

1.  Consulting  engineers  input  to  total 
performance: 

a.  Direct  Labor — Evaluate  the 
comparative  quality  and  level  of  the 
talents,  skills  and  experience  to  be 
employed.  Consider  the  mix  of 
professionals,  para-professionals  and 
non-professionals. 

b.  Overhead  Expense  and  General 
and  Administrative  Expenses — Consider 
the  amount  of  labor  within  the  overhead 


pool  and  how  this  labor  would  be 
treated  if  it  were  considered  as  direct 
labor  under  the  contract.  Consider 
whether  the  costs  are  routine  expenses 
such  as  utilities,  depreciation,  and 
maintenance,  and  accordingly,  given 
less  profit  consideration  than  the  pool  as 
a  whole. 

c.  Equipment — ^Equipment  generally 
includes  purchases  of  capital  items 
which  may  or  may  not  be  an  integral 
part  of  the  final  product.  When 
equipment  is  not  an  integral  part  of  the 
final  product,  consider  the  availability 
of  equipment;  when  equipment  will  be 
an  integral  part  of  the  final  product, 
consider  the  complexity  of  equipment; 
and  in  ail  cases  the  ratio  of  equipment 
costs  to  total  costs  should  be 
considered. 

d.  Materials  and  Supplies — ^Evaluate 
the  managerial  and  technical  effort 
necessary  to  obtain  materials  and 
services  required  to  directly  support  the 
project  (i.e.,  number  of  orders, 
availability  of  resources,  accountability 
systems,  the  complexity  of  the 
contractor's  task,  and  the  ratio  of 
material  or  supplies  costs  to  total  costs]. 

e.  Other  Direct  Costs— This  include 
costs  for  such  items  as  travel, 
subsistence,  printing,  laboratory  and 
ADP  services.  Analysis  of  these  costs 
should  be  similar  to  the  analysis  of 
purchases  and  subcontracts. 

2.  Sub-Consultants  and  Subcontracts; 
Analyze  from  the  standpoint  of  what 
talents,  skills,  and  experience  they 
possess,  and  how  they  will  be  used  on 
the  project. 

3.  Past  Performance  of  the  Architect/ 
Engineer:  Consider  known  past 
performance  of  the  architect/engineer  in 
management  ability,  cost  control,  timely 
performance  and  thoroughness  of  work. 

4.  Size  of  Project:  Small  projects  may 
justify  a  higher  profit  level. 
Implementation 

The  proposed  effective  date  of  this 
policy  is  November  1, 1980. 

The  policy  is  to  be  applied  to  all  A/E 
subagreements  approved  by  the  EPA 
regional  office,  or  other  cognizant 
agency,  on  or  after  the  effective  date. 

Attachment  to  Program  Requirements 
Memorandum 

Subject;  Engineering  Fees  for  Innovative 

and  Alternative  Technology  (I&A) 

Construction  Grant  Projects. 

From:  Harold  P.  Cahill  Jr.,  Director, 

Municipal  Construction  Division 

(WH-547). 

To:  Water  Division  Directors,  Regions 

I-X. 

Dated:  March  20, 1980. 

Policy 

In  arriving  at  contracts  for  Step  2 
architect-engineer  (A/E)  services  on 
innovative  and  alternative  (I&A) 


technology  projects,  the  Region  will 
encourage  grantees  to  increase  the 
contract  fee  (line  11.  of  5700-4)  in 
recognition  of  the  increased  reputational 
risk  of  I&A  projects  as  an  incentive  to 
develop  these  peojects  in  the 
constructing  grants  program. 

Background 

Section  201(g)(5)  of  the  Clean  Water 
Act  gives  the  Environmental  Protection 
Agency  (EPA)  the  authority  to  make 
construction  grants  to  projects  that  use 
I&A  technologies.  EPA  encourages  and, 
where  possible,  assists  in  development 
of  I&A  technologies  for  wastewater 
treatment  construction  grants  projects 
(40  CFR  35.908(a]].  I&A  projects  are 
more  complex  and  involve  more  risk 
than  conventional  projects.  As  a  result, 
the  Clean  Water  Act  provides  I&A 
projects  85  percent  Federal  funding  and 
a  cost-effectiveness  preference  of  15 
percent.  Further,  if  the  I&A  project  fails 
within  two  years  of  final  inspection,  the 
Act  provides  100  percent  funding  for  the 
eligible  costs  for  necessary 
modifications  or  replacement. 

Generally,  the  fee  component  of  A/E 
contract  price  includes  additional 
compensation  based  on  complexity  of 
work  and,  in  some  cases,  for  technical 
risks.  However,  such  risks  are  usually 
based  on  the  degree  of  assurance  of 
recoupement  of  costs  as  indicated  by 
the  type  of  contract  utilized.  To  assure 
A/E’s  give  I&A  technologies  adequate 
consideration,  additional  compensation 
for  Step  2  work  is  necessary. 

Implementation 

Grantees  may  negotiate  an  increase  in 
the  free  component  by  up  to  two  percent 
of  the  contract  amount  for  design  of  I&A 
projects.  This  additional  two  percent 
premium  is  risk  compensation  to  be 
added  to  the  profit  and  is  not  subject  to 
any  profit  limitations.  In  determining  the 
additional  contract  fee  amount 
warranted,  grantees  should  consider  the 
following: 

1.  The  additional  contract  fee  may  not 
exceed  two  percent  of  the  total  cost 
component  of  the  Step  2  design. 

2.  The  increased  contract  fee  for  I&A 
projects  is  for  Step  2  work  only. 

3.  The  I&A  increase  should  be 
proportionate  to  the  I&A  portion  of  the 
project.  For  example,  if  the  project  is  100 
percent  innovative  and/or  alternative, 
the  I&A  increase  may  not  exceed  two 
percent.  If  the  project  is  50  percent 
innovative  and/or  alternative,  the  I&A 
increase  may  not  exceed  one  percent. 

4.  The  I&A  increase  is  grant  eligible 
only  when  requested  by  the  grantee  and 
certified  by  the  State.  While  EPA 
supports  and  encourages  use  of  the  I&A 
increase,  it  is  not  mandatory. 
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